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COIIlj,fi IISPOICSI (Cont'd.):

(.i~~): • varehoua. acJd1tiOil aAcl illpro9~U v.re ucle to the
inuroro the • 'ni.uative facility by S,m] ia. The aclclitiOil
cODai.t.d of 120,000 square f ••t of varehous••pace plus 10ad1n1 dock and
additioD&1 pav.d area. '!'he &dciiticms required by 1ST increased the
oriliDal co.t- p.r-.quare-foot of the buildiD& by 36%.

JJacksonville) Prior to July. 1987, 188,274 square feet of .pace vere
I.as.a ana v.re bill.d at approxiut.ly $2.00 p.r square foot. AD
adclitiOD of 97,978 square f ••t of office ad v.rehouse space vas lUde
br1D&inl the total l ....d .pace to 286,252 .quare feet. Th. additions
incr....d th. orilinal cost-p.r-.quar.-foot of the buildina by 30%.

Th••• aclclitiou ad cost-per-.quar.-foot dau ca bIf ob••n.d ...ily
tbroup r.view of th. CiL vorkpapers. Al.o, ...rous publicatioD. .xi.t
to .upport ..rut rental rat.. in thea. .1'." .. v.ll .. inflationary
treDCla in the eCODDIIY. ':h. reaainina ..j Dr incorr.ct .tat-.nU are
corr.ct.d below:

- CODU&r1 to this fiDdina, cOllpl.te iDfol'll&t1OD nec••••ry to ..&1uate lDC
and ov.·rh.ad calculatioDl v.. provided on nuaerous occasioDl. Th••CiL
vorkp.per. cODtaiD the cOllpl.te me &D&1y.iI with all CQIIPOD8I1t1
includ.d. C&L also r.tains rel..at le..e docuaenution iD their fil.s.
They CQIIPut. roc p.r .quar. foot for the varehous.s which vas c.p.r.d to
actual 1.... rat.. to show that FOC exc••ded 1.... rat.. in .v.ry c...
throuP 1991. AbuDdat evidence to support the priciDl of varehouse
rentals charS.d to 1ST v.. cl••rly provid.d ad corporate overhead
charse. vel'. supported.

- Th. findilla irr.,pOlllibly ....rts that SUDliDk ••l.ctiv.ly .pplies F.DC
pricill&. The facta siaply do not aupport .uch a ....niOD. In each
cu., a me cOllp&ri.on i. lUde to docu.at that 1.... r.tes veribelov
FDC. Usill& FCC rules, the only option for evaluat1n1 pricinl of th.
v.rehous. trau&CtioDl with 1ST hu been me siDe. SUDliDk provid.s DO
v.rehouse l.uilll to &ray oth.r cust-er ad thus has DO basil for urket
rn. cOlipariloDl for thia type of property. Sinc. a roc ca.parilOD i.
t)'pically a lIOn cDlll.n.tiv. .au of ..aluat1l1& 1.... r.te. thaD urket
r.te c.p.riloDl, .uch • ca.parilon docWleDts the prudency of u.se
1....1. '1'he all.S.tiOD that F.DC pricinl naturally causel
cross-Iubsidization of properties pric.d .t ..rat i. illolical and
totally vithout merit.

- SUDlink'l proj.ct-bas.d accountins .,..t. eDlur.s that ...ry activity Dr
proj.ct incluclaa th. l.uina of ncb property ow.d by SUDliDk
(r.sardlell of pricin...tbodololY) r.c.ives it••ppropriate share (i.e.,
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COU~ usrOHSI (COD~'d. ) I

JCO c.,li&D~ allocation) of overbaacls aDd oWl' corpora~e co.~.. This
.y.~. has been clu1ped iD .tric~ cOllpliaace vith JCO fully di.tributed
costiDl rules ucl is us.d in th. n&luation of affiliate 1e..iDl
trauactioas.

Clearly, the audi~ U_ bad available to it .ufficient nideDce to
.upport SUIl1iDk's JCO cOlipliaDC. aDd rel.._~ co.t data vh_ rnieviDl
the CiL vorkpaper.. III additiOD, the iDcr.... in leu. price. per .quare
foo~ bad ben .pecifically expla1Ded in l'espou. to nC-l' as vell as
abern. 'lber.fore, the r.culiDdation to Dclude 1.... COIU froa th.
ra~e bue, calcula~e cbalDinl to Georlia, or di.allov all cosu il
COD~rary to th. doc...ud facu aDd clearly without _r1~.

•
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GeorlU lSC Staff Auclit
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lIIIDDlGIUCOIIIIDlDl.TIOH:

C~rcial space which is l.ased fra. a DOnreaulat.d affiliate for
replat.d operauons should be evaluat.d to d.um1De if the leue space 11
actually beiDl utilized.

COJIP.wt 1lESr000SE:

...uud in dle auditor's report, the vacancy ob.erved at 3700 ColODDade
related to reorlaD1zatioDS and expiriDI lease.. the audit u .. requested
no infOl'll&tion on this utter cluriDI the cour.e of di.covery and iU
findin. dlerefore iDeludes inaccurate and Ilis1ead1D1 conclusioDa. This
situation vas the re.ult of carefully p1aDDed and prw:leDt busiDe.s
deci.ioDS and the correct stat.-eDt of facts is detai1.d belovo

The leue for the build1D1 located at 3700 Colonnade vu ..ecut.d in JUDe
of 1989 for a lO-year priury tem. Upon 1.... approval, the build1D1 vas
at full occupancy. DuriD& the last S y.ars, the c.,.ny has UDder,ODe
considerable re.tructuriDl. The -e».t Dotable effect in Bim1Dp. vas the
consolidation of Ca.ptroller. durinl 1992 and 1993. lucb of the occupied
space in 3700 Colouade con.i.ted of C...troUer funcuona vhich vere
consolidated to odler 10catioDs durinl 'tile .econd and third quarter, of
1993. '!'he vacant .pace in 3700 Colonnade vu bald in re.erve in
anticipatioD of relocaunl other functional Iroups fra. expirinl and le••
de.irable lea... in the BiminJbaa area. Thi. relocation vas c~lete in
October and !fo"....r of 1993. The buildinl bu baeD at or near 100%
occupancy le"el. since that tiae.

Clearly this fiDd1D1 vu bas.d on a lack of UJUler.tandiDI of the facti and
is vhally vidlout .rit. Ally additional future requir-.nu would be
unn.ce••ary, unduly burdenaoae and inappropriate.
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rnmIIfGIUCOIDIIIIDATIOtI:

Ca-issiOll should perfoZll replar fuure audits f~us.d OD r.al .state aDd
1.... traasacuODS vhicl1 iDvolve affiliates iD UIY vay. a iDtrastate
adjus~t of $321,609 should be -.de to the Surveilluce "port to
COllpellSat. r.plat.d custOllers for exc.ssive ChutaiD Cater leue
expeu•••

COIIlMIY USPOlfSI:

The e-paDY will addr.ss the tvo sip1ficaDt paru to this f1Dd1Dl.

1. '!be ualysis of the 1niual r.locatiOll of IDliDHriD., BusiMss, uad
For.castiDl operatiODS aDd the Outside PlaDt COIltrol· C.Dter (OPCC) froa
the tlhitlock IuildiDI to Cbastau Cater.

2. a ualy.i. of co.ts ucl oth.r couid.ratioDS r.lated to the
Vbitlock BuildiDl.

Ca.1ssiOll approval i. DOt D_d.d before the C~ l ....s .pace frOll
DODr.plated affiliates. All r.al ••tate d.cisiOlls are ..de bas.d u~
car.ful ualyais ucl iD-d.pth .cODOII1c .tudi•••

The COIIpuy d.ci.iOD to IIOve frOll the llhitlock BuilcliDl vas .coDoaically
justified hu.d upOD tvo d.tailed ecoDOII1c ualy.... 00••tudy vas dODe
uad provided to the auditors cODeemiDI tDe propos.d IIOV. of the
IDliDeeriDI, BusiMIS, uad lor.casta. Operatiou. A s8CODd study (aliO
prOVided to the auditors) vas perfomed cOllC.miDI the r.locatiOD of the
alCC. loth studi•• vera coapr.haDsiv. aDd iDcluded all r.levaDt
iDforaatiOD .uch as prelat value of the rats, raovatioDS, lea.e
paalties, uad utilities.

The first ltudy focused OIl the lDau_rill., BUSiMSI, uad 'orecutiq
Operatiou uad it shovs that the Cc.puy did d.fiDitely ••arch uad ideDufy
alt.ernativ.. to _viq to CbutaiD. The other alt.mauv.s iDcluded IIOviDa
to Vla1teVater BuaiD..s lark, _villi to Park Squar., or r_iDiDa at
tlhitlock. Vh1tenter vas leveral hUDdr.d thousud dollarl hip.r thaD aDy
of the other alternativ.s. Park Square vas 1.ls upusiv., but it vas Dot
pursuad beC&UH 01 coaceru tllat the bu.11cU.Ds II1pt Dot ev.r be built uad
CQDC8l"DI that the actual COlts II1pt exce.d the .SU-ted costs. (AI
iAfomatioD, the buildiDa has y.t to be built). '!be OpUOD of r_iDiDa at
tlhitlock vas car.fully r.viewed, but the Cc.puy decided alaiut this
alt.rnative hu.d OD the .CODOIIic aDalys1s iD CODj1lDCUOD with other
couid.ratiOlls (discuss.d iD -Oth.r CoDsideratioDS for tlhitlockw OD P&le
3) •

.~. -
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COKr.&IIY I.ESPOHSE (CODt' d. ) :

the secoDei aaMly ualyzed the proposed lIO.e of the oPCC. This atudy
coaaidereel the altemativea of r.-a1Dinl a~ lb1~ock, IIOvinl to CbutaiD,
or IIOvina to another location. Vb. all relevaD~ factors vere considered,
the .tudy sboved tba~ the CoapaDy vould .ave $107,018 by IIOvina to
Cbuta1D. See -ADa1ysis of Co.U- IU. (5) for IIOre iDfol1l&tion.

jJW.YSIS or COSTS

The alleptioDi reprdinl the $428,812 overcbarliDl of upeu. are
eucmeOUI becaae the awlitors failed to coaaider all the facts. The
COIIpaDY'. decision to IIOve to Cbutain vas eCODOUcally justified baaed
upon tvo detailed eCODGllic ualy.... At the very ••t, the additiOD&1 co.t
of lIOVinl vas $321,794 or $241,346 on aD intrastate basis. '1'bis aIIOunt vas
coaaidered aloq with the noneconOllic factors described under wOther
Couideratioaa for Vbi~ock- in II&1d.nI the deci.ion to IIOve. A a~ry of
the correc~ costs aDd a discussion of each of the it.. is pro.ided belov:

$2,633,199

Vhitloclt

laIiDeerinl lIove
Ca.paDy'l lV Analysi.

It.. Ho~ Included:
(1) C~ Area
(2) BVAC Space
(3) 1leDtal Savinls
(4) ODe TiM Charle.

OlCC Ilove
(5) COIIpaDy'S" ADalya1. 357,163

Total $2,990,362

$2,806,461

107,849
39,701

(32,000)
140,000

250,145

$3,312,156

•

I
J.

(1).. Ca._ Ana IainteDaDce (CAl) - u atatecliD the audit report, the
CAlI COIU at OautaiD vere approziMtely $1.05 per lquare foot iD
1991. It i. probable that the CAlI co.u a~ Vhitlock vould al.o ha.e
been bip.r tUD in the saJdy siDee both buildiDl' are in the a_
aeographic location. In order to be conservative, bowever, the
CoapaDy will DOt di.pute this DOunt.

.~.
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COIIP.ANY USPOHSE (Cant' d. ) :

(2). BeatiDl Vatilation Air CoDditiolUD1 (BVAt) Spac. -

The incr.... iD costs due to the BVAt vas for two _chanical roOlU
for the BeatiD. Ventilation Air CoDd1tiODiDI (OAC) qst••
rur1:llenore, r.locatioD of the IV.AC qst. 1Daide the buildiDl vas
exp.cted to yi.ld cost r.ductions &Del aa1D1:eDaDce advanta.es over
roof lIOunted UD1ts. Rovn.r, the Coapany will be conservative and
Dot di.pute the .-aunt.

(3). lental saviDls

As noted by the auditor., the Coapuy va able to nelotiate two IIOnth'.
rental reduction of $32,000 vith the owner. of the Vhitlock BuildiDl.

(4). ODe Tt.e Cbar.e of $140,000

The $140,000 vas for tec:1molopcal &Del architectural chaD.e. to the
oriliDal plaDs which vere likely to bave occurred UDder any of the
altemativu. However the Coapany vill be cons.rvative and DOli
dispute the $140,000.

(5). OUtside Plant Control Center (OPCC) -

The COIIpaDY actually saved $107,018 by IIOriDl to Chastain. '!'his va
hued UpOll a separate economc anal)'sis that vu parfomed re.udiDa
the lIO.e of the opec. The OPCC va DOt 1Dclwled in the ori.iDal
anal)'.is because the deci.ion to aove the opec to ChutaiD bad not
be_ ..de.

The COIIpaDY's oril1Dal plaDs were to lIO"e the opec fre. VIl1tlock to
available c_tral office space. Bovner, space requir_ntl for the
OPCC iDcreaed subsequent to that decisioD, ukiD. it illpossible for
this function to fit iDto the available c_tral office space.

lu1'1:DeZ'llOre, the auditors failed to consider SOM very 1IIpOrtallt is.ues
associated with the VbJ.tlock BuildiDl. These considerations aore thaD
off.et the relati.ely .-all additional costs to IIOve to CbaataiD. '!'he.e
it... are described below:
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COJIl~ US.OHSE (CoDt'd.):

1. '!bare vaa 110 upaDSion r~ available at VlUd.ock. .. a II&tter of
fact, ri1:b illpl__tat1on of the foUov1D& Ylar's plus (1989), the
VlUtlock 1u11cU.D1 vould bave bea 100% occupied ad 1:be CoIlpaDY vu
10iDi to have to la..a aD additiOD&1 2,471 .quare feat el.avbare.

2. Tbe owers of the Vhid.ock Iuild1D1 vere unv1llilll to ca.it to a 1....
tena 10DIer tbaD 7 1/2 years. 1'he forecuted D••d for space vas for
15+ years.

3. 1'he build1Dl vas ill a det.riorat.d cODdition and the pr"eDt ower vas
unriUiIll to .pend s1p1ficat fundi for r.pairs. for eUllp1e, there
vere ... .tructural probl.. vith the bui1dina aDd the froDt eDtrace
ad .teps vere .ettl1DI. On the other band, Cbu't&1D vu a DtIV
bu11~.

4. !he builcU.D1 bad poor b.atina and cooliDl.

5. Tb. builcU.D1 vu ill a v.ry CODI••ud area, rith poor iDlr•••
aDd elr.ss. ..

CClfCLUSIOII

Iv_ beiDl au_ly cou.native, the aucl1tor'l all'led additional
upeuu for tile "I to Cbuta1D vere ov.r.tat.d by at 1...t 25%.
lurtbenaorl, the auditor. fail.d to DOte ... Vlry iIIportallt oth.r is.uel
.uch u the C.,.ay'....rch for other alt.nativ." the builcU.D1
conditioD, ad poor r ••poue fr_ the landlord.

~...
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rnmIHGIUCOIIJIgnmON:

1be int.r.st recei..d b.Y Southam Bell fraa advaDce. to affiliates should
be offset ala1Dst book inureat in the intereat aynchrODization adjuatMllt.

COIllAJlY' USlOIISI:

The aw:l1t report is errououa in its concluaiOD that the Caapuy received a
cross-aubsidy fr_ the 1I1tereat a)'llCb.rODwtiOD adjuatMDt.

Southern Bell lUde advaDce. to ISS aDd ISS paid iDtere.t to Sout:hem Bell.
The audit report notes that wSouthem ..U'I accOUDtinI for the 1I1tere.t on
advaDce. Val correct." Bovever, the report i. incorrect when it cODclud••
that wif the advance. had Dot been ... to the I1ODr.plat.d affiliate.,
Southern Jell debt could have been IUbsuntially lover." Thi. is baa.d
upon the errououa cODcluaion that the eo.p&ll1 had to' borrow iAcr__tal
fund. to lOaD to ISS, resultinl in 1Dcreued Georlia revenue requir__u.
If 51 did not have ISS aI a centralized provider of variolll senice., 51
would have had to e1ther prov1de tbe .enice. intemally or lIIe outside
suppli.rs. In either cue, $I would haft needed to fUDd the ._
operatioDi BSS provides. The exi.teace of ISS did DOt iIlereale the -.aunt
of debt 51 DHded to do busine.s. ..
The staff's witne.s in the 1989-90'lule Ni.i be&r1DI' (Docket 3905-1)
claiMd that SB'. debt ratio should be hip.r. It is surprisiDB that the
audit te.. is DOV rec~diDa a decr....d debt ratio for SB.

Iven if the Coapauy accepted 1:11e fact that e11ll1DatiDa the BSS &dvanee.
vould r.duce SB debt, which it doe. Dot, this chaD._ would DOt have as auch
of aD i.apact OD the 1I1tereat syDChroD1zatiOD adjUitaeDt as 'the auditors
cODtend. The CoapaDy provided iDforutiOD to 'the auditor. 1:0 correct 'their
ca!culatioDS, but it vas Dot Uled b.Y the aw:l1tors.
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FDlDIHGIllCOJIIIINDUION:

The CoIIpany achie.ed a crol.-.ublidy r.latinl to the Io.e ac PBI. The
C~llion .hould incr...e its audit .cruUDy of the COIIpaDy's aE-related
traDSactiona.

coed'!' IlESPONSE:

It i. II1lleatiDC to ltate that -th1I trauactioll resulted in a
cro••-.ubsidy froa r.lU1ated operatioDi to DODr.,ulat.d operatioDl.- 1D
this find1Dl, the auditors have discover.d one bill1DC .rror aDd nothing
els••

\.

this Val aD i.olated incidet of a aall aapitude. 'l'his fiDdiDl r.fl.cts
the only instaDC. of nat billinC aD affiliate for ass.t usale that the
auditors found over a di.coy.ry p.riod of ~st 2 y.ars.

Dur1D& the audit p.riod, t.l.c~icatioDi .quiplllDt used by ISS I--rally
l'eaaiD.d all the boob of the t.leo, and the iDY••'tIIeDt vas identifi.d for
billin& to BSS. 1D thil c..e, the in.e.1:IIClt for the Io.e .BI vas in •
Southem lell owed buildinl, ud it V.. DOt properly identifi.d for
bill1D&. BOveY.r, it should be Dated that if ....t usale for the lose PBX
had beu properly bill.d to ISS, approxillately 55% of the casts vouU baye
been return billed to SI.

The report is iDcorr.ct in thl atat_t that the 10•• PBX -11 iD the ell
ar.a in which the auditors haye identifi.d ather erol.-.ub.idi.s.- th.
Iole PBI vas us.d iDt.rnally for corporate ca.unicationa .quiplllDt ud vas
entirely unrelated to the ass aE inventory vhich vas held for r.sale.

".
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FIHDDlGIUCOIIIfDIDATIOH:

AccOUDWI aDd lDforution IlaDaI__t co.t. .hould be dir.ctly ...ip.d
vheuever po••ible.

COIIlAHY USPOHS!:

'1'he COIIPaDY i. ill full cOllpliuc. vith the FCC'. co.t allocation Z'ulu ill
Part 64. The co.ts ...ociat.d vith the thr.. authori~ code. ill the
1Dc0lUDl lilliDi lDarface Track:1D& Sy.~ (11m) vel'. corporat. expeD.Ie.
related to ceDtralized accouatilll aDd iIlf~rution UDaI__t functions
vhich vel'. C~D aDd Ilot directly assipabl. to .ithel' replat.d or
nonreJUlat.d. In additiOD, all iDforutioD ....-.u~ expell.e. (AcCOUDt
6724) are as.ociaad vith '''1'&1 purpo.e c.,utar. aDd caDAOt be directly
...iped bu.d UpOIl the defillitioD of direct ..silJlMDt.

III tile CAlI 1JDiforlli~ Order (.AAI) 92-42, r.l....d July 1, 1993), tile lCC
clarified the defillition of dir.ct as.i~t as ·co.ts incurred ill
providiDa either r.plat.d .enice .xclusiv.ly or DODr.plaad ••rvice
.xcluively" • Furth.more, the FCC .aid "direct a.sipaent of an ....t CaD
cmly occur vheD a atire t i. aed .xcluiv.ly for r.plat.d •.
activiti.. or vDlD aD atir et i. used exclusively for DOIlrezulated
activitie.".

'1'he three accoUDtilll aDd iIlforutioo JUDaI-.ut proj.cts vIlich vere bill.d
to 51 fl'. ISS did DOt ••t the criteria for dir.ct ...i...t. Th•••
fUDcuema vere canaliz.d to provide for .u.tiple departaats aDd buille••
fUDctiou. Therefor. th... .xp.... CaDDot be dir.ctly ...iped to a
.iIlll. busiDes. functioD or 11De of busiDea. • the expeue. ...ociated vith
all three of the.e proj.ct. v.re directed to the appropriate co.t pool
bued Upoll the fUDCtioD perfo~d uad apportioned to rezulat.d ad
nOllr.aulated ill a cost causative aaDD.r bas.d upoo the lCC'. co.t
allocatioD priDcipl•••

The iDappropriateu•• of a dir.ct co.t pool for 1ST i. r.l"aDt to both
Ac~o~t 6124 (Geaer&1 Purpo.e COIIPuter expeue) aDd AccOUDt 6724
(Inforution IlaDal-.zlt .xpeue). Part 32 defin.. iDforution UDaI-.ut
expeue. ill AccOUDt 6724 as Co.ts "1Dcuned ill pbnninl, developilll,
te.WI, apl__tinl aDd aaiDtaiDinl data bue. aDd applicatioD .y.t_
for I..ral purpo•• cOllPuter•• " SI'. 1••1'&1 purpose cOllput.r. literally
perfor. hundreds of various functions aDd are DOt used exclusively for
reJU1ated or DODreJU1ated activiti... A direct co.t pool i. Dot
appropriate due to the larle vol... of applicatiema aDd the
t.practicabili~of tZ'YiD1 to directly ...ilD each of the.e project••

-.... --



4--

.'
Southern Bell Tilephone • Telegraph Co.
GIorlia 'SC Staff Audit
lelpoue to r1ndi.DIl
Iu. 110. 23
Sep~r 1, 1994
'all 2 of 2

COIlAMY IESPONSE (Cont: ' d. ) :

In I~, 1nfomation IUD&I__t COlts caDDOt be directly "Iiped but
are appropriately apportioned to reaulated aDd noureplated 1n a COlt
causative IUDIllr as per the rcc approved COlt Allocation llanual (CAlI).
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Southern Bell T.l.phone ~ T.lesraph Co.
Georlia PSC Staff ~t
"SpoDS. to r1lldiDss
Ita 110. 24
S.pteaber 1, 1994
Pale 1 of 1

lIHDDiGIUCOJDIDmATIOH:

ISC IDt.matioD&l calls should be dir.ctly ..sip.d to nonr.plat.d 111 IIOSt
ca••••

COJfP~ lIS1CIfSl:

qa1D, the au.cl1tors s!llp11 ba•• 1I1•••d the •••eac. of the cost allocat1on
proc.ss. IDtemat1OD&1 calla plac.d by ..,loyees of the 1Dt.mat1OD&1
operat1ou of ISC are directly billed to 1:he noar.p.lat.d .1d. of the
bua1Dess. VheD iDtem&tiOD&1 calla are placed by the staff at ISC, the
.x,...s of the calla follov the upeDH allocatiou of the d.partMllt or
Iroup ••)Pi DI the calla. !bat 1., loDl di.UDc. chari.. on ISC'. bill
bec.. part of departlleDw oyerhuds &Del are allocat.d baa.d upon o.
iDdiYidual departMDt'. established allocator. [as per FCC 64.901
(b)(3)(ii) aboY.] rio r.spect to r.plated &Del DODr.suJ,at.d .ntiti... AI
• r.sult, 1DterutiOD&1 lona diltaae. calla baye beeD allocated
appropriately to the unrep1ated fUDctiou and 111 ce-pl.t. coapliance rith
lCC rul... -

•
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Soumem Bell Telepho"e , Telelraph Co.
Georpa PSC Staff Audit
"IPOUl ~o '111&11
It. 10. 2S
Sep~r 1, 1994
P..e 1 of 2

lDlDDlGIUCOIIIIIIDAfiOH:

.A POrtioD of ISC uunributable COlts should be retained by ISC.

COIIPdt IISPOHS!:

.AI upla1Ded to the auditorl repeatldly, thil fiJ)lI1". il iDeon.ct aDd
apparllltly baI.d on a IIi.UDderltaDdi•• of uf1D:1t1ou cDDtaiaed aDd
upla1Ded 10 "Ipoue to IlL 57 & 62 aDd _roUi tel.phoDl con...rlatioDS
bane. SD&Yely & nna ud ISC lubject ..n.er uplrta. The nature of COltl
allocat.d by the ISC CieDeral Allocator vas DIV.r &deqlIately r.vieved or
underltood by the auditorl &I it doel DOt lupport the allelatioDS 10 thil
fiDCl1D&. 'D1e def1D:1t1ou used by ISC 10 its COlt allocation procell diff.r
froa tho.. used by the t.lephone c.,aDl.l. 11ut rcc rule. vera pre.cribed
for canier. aDd I.rve as IlDIral priDeipl.1 for affiliat... ISC'.
allocatiODl are do... appropriately 10 accordance vith· thel. priDeipl•••
1Ddeect, ISC', COlt allocatiOD proc••• bu beaD revi.".d u part of the
aDD"a' rcc Co.t AllocatiOD lam.a) (CAlI) c.,liaac. aucl1t1 (vb1cb .... bHD
r.viewed by the Geoqia rsc Staff ..it 1'•• aDd SDa••ly & EiDI)' lIeme of
th••• aw:l1ts bas r ••ulted 10 adverl. f1Dd1Dl. or &Ud1t exc.ptiODl 10 tbi.
aria.

Iva if, arpaado, ID1 _dificatioDS vere appropriate, it should be coted
that the iDeluaion of rltaiDed UIlts a the buil of CalCulatiOD of the
GeDeral Allocator vould r ••ult 111 1Dsip1ficaDt chaD.e. bued UPOD the
foUov1D. facts:

--lalpODII to IBL-S7 iDel.ed vorkpaperl 1Dd1cat1D. the anm.a' buil of
allocatiOD for 1'91 vas nearly $11 b:l.11iOll.

--lalpOllII to 111.-62 (Suppl-.nta1) aboved total ret&1ud UIOUIlti of just
over $125 lI111iOll. Of tldl UIOUIlt, oy.r 85% val projects billed froa
.ub.idiariel and rltaiDed at ISC, the COlt of vb1cb vould already ••e
beaD iDel...d 111 the GeDeral Alloca~or bue abo... , and 1Dterut or other
Don-operatal up..e.

--A 11IIple calculatiOD folloriDl the wl01icw of tldl f1Dd1D1 d....trat.1
i1;;l 1Daip1fiC&DCe. If the r.lio'1D1 lSI of the total retaiaed UIOUIlt
(or approx1Mtely $18.88) ver. added to the allocatiOll bue ($111), it
vould cb&Dp it lui thaD two-taw of ODe perc_to Of the $19.7•
r.ferac.d 10 the flod!DJ as allocated by the GeDeral Allocator 10 1991,
th1a vould bay. cbaq.cl the allocatioa by 1••1 thaD $35,000,
approz1llatlly balf of vb1cb vould bage beaD allocated to Southem BeU,
approz1llately 29% of that to Georlia vith approziutely 70% r.latlol to
iDtrutate operatiou. rhi.. ruults a a dilputed cUrie of about
$3,600.
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Southem Bell T.lephone i T.lelTaph Co.
Georpa rsc suff Audit
...,..e to PiDdiD••
It. 10. 25
sep~r 1, 1994
ra.e 2 of 2

COUAIIY usrOlfSI (Cant'd. ) :

How.v.r, u .uteel above, .iDee ISC' • .,..•• have been appropriately
allocated in aeeordaDce vitia lCC rul•• 32.37 aDd 64.901, all of the.e
aIIOUDU beec.e 1rrelevaDt.

•
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Southern Bell Telephone &Telegraph Co.
Georlia rsc Staff ..mit
lelpoue to riDdinl.
It. Ho. 26
Sept.-ber 1, 1994
Page 1 of 2

FINDIHGIUCOlIIIINDATIOH:

The trauactiODs be'tVe. BUCO and SGI should be lpecifically covered by
Iule 32.27(d) for the purpOI.. of the Georlia SurveillaDce Report.
Subltutial third party sales should be iIlterpreted to M_ that 75 perceDt
or .are of the .ales are to DOn-affiliated coapani•••

COIldY USPOllSE:

This fiDdilll is incorrect ud reflects a lack of UDderstaDdiDI of the
iDfomation provided, discus.ed aDd reviewed. The fiDcl1D1 il baled on
st.&t-.nts taken out of COlltext in docUMDts relatiDI to other
jurisdictions. As DOted, there!!!!!2 exiltilll cost allocatioD rules froa
the lCC or in Georgia that apply to trauactiou betve. BUCO and Stevens
(SGI). lecause the lCC has accepted the Delotiated pricilll ..thodology
..bodied ill the publishinl fee CODtract bet'VnD auco and 1ST, tr&DIactions
related to this CODtractual Arraq__t betveD auco and other affiliates
are DOt subject to the pricilll hierarchy de.cribed ill Part-n"Of the JCO
rules.

Rovner, as al.o .tated, SGI -believes 'that this [its] ..rket pricinl is
supportable by the level of DOn-affiliate busine.1 in 1992.-!be ..
relatiOlllhip betveD BAlCO ud SGI predated SGI's acquisition by lellSouth.
Today's contract reflects, ill the aarelate, the s_ pricel as thole
charled prior to thil acquilition. The.e price. vere ca.parable vben .et
to tho.e char.ed by SGI to nOD-affiliate custa.ers. It il therefore clear
that these traDIactioDi .et an1 re..onable ItaDdard of prud.cy.

lIo coapelliDl reason to utilize the propoled MthodololY has beD put forth
by the au41torl aIU1 DO benefit would be realized by 10 doiDI. Purther,
their calculatiODl lack factual IUpport and lroilly overltate the UlOUDt of
alleged croll-.ub.idy UDder this t.proper .tandard. It il tot.&l1y
illolical to "I", without any iDforutiOD on growth trends or prior
y.ar'l vol"l, 'that an ..aunt est1aated for 1992 vould apply equally to
four. previous yearl.

Purthenore, the rec-.adatiOD that the cOllCept of IUbltantial third partJ
sale., even thouP DOt relevant to &D)'thiDl di.cus.ed iD thil fiDdiDl, be
iDterpreted to _an 'that 751 or IIOre of the lalel are to lIon-affiliatel il
ludicrous. As IellSouth explained in its Ca.eDti filed in lCC Docket lIo.
93-251, for an affiliate (or any other ca-pury) to lucce.sfully aarket as

- .... -
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SoutherD Bell telephone , telelraph Co.
Georlu rsc Staff Audit
blpoue to 'iDd1D11
lu. 10. 26
S-pt"'r 1, 1994
Pale 2 of 2

)

COU~ USlC'IfSI (Cat'd.):

audl &I 25% of itl output, it voulci be hiPl)' UD11Ul)' that itl price
exceeded lI&l'ut value for that product or service. S8ttiq the threshold
at 75% il aD lIDreuOD&b1e aDd overl)' burcleu.. requir__t that is
UDDeCUI&ry aDd c.,luely lIDvarraated. 'J:hil ils. has ~ been relolved
at dle rec &Dei vu ItrODll)' opposed ill Co_au filed by UD)' partie••
BolcliDl 1e11Sou1:h to this studard ill ODe jurisdiction would be eztr..ly
burcieu.. &DcI 1n&ppropriate ill lipt of BellSouth'. ca-pliance vittl all
exiltiDl CAl affiliate tranlactioD rules.

For all of the reuODI previously upl&iDed and set forth alaiD above, this
fiDciiDl is wholly without Mrit. .

•
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Soutblrn Bell t.l.pboDe , Tel.,raph Co.
Georlia rst Staff Audit".poDS. tD 'iAdial1
It. 110. 27
sep~r 1, 1994
r... 1 of 1

FDmDIGIllCOIIIIHDATIOM:

BellSouth lDurpri.. '1 r.t_tiOD of .,...1 oe1&teel vith itl forelp
lublid1ari.1 abould be r.f.rred to the IDtanaJ. semce
lDtamatioD&1 1x.:iaatiOD Bruch aDd the Georl1& DepartMDt of -"aue
lDc.. Tax Divi.iOD for further 1Dv••t1ptiOD rith r.larel to ita tax
deductions •

CQIIPMIY IIS!ORSI:

The auditor 11 cornet ill .a11D1 Qat thi. nadial dou DOt ha•• aD illpact
OD GeorI1a'. r.p1ateel tel..... .,.... allocatiODl. llove9.r, the awl:i:cor
11 iAc:omct 1D .&)'1DI 1:bat this fiDd..... r.flects &D1 ov.r.ta~t of
ex,.... or tlaat there 11 uay iapact OD the Georl1& q.z oblllatiOD of
BellSouth. '!be auditor. ba•• also lpored _rOUl ti.e••iou with the
C.,..ay aDd all ..i_ee provided by the C.,..., vh1ch 1Dcl1cau. that the
IIS IDt.emauODa1 lx_iDat1OD Bruch rout1Dely eODGucta a rev1. of the
ezpeu.. 1dutif1.d ill this filldiD••

AI Au beeD apla1Ded to the auditors r.peatedly, 1:JIe .,..•• vh1ch ba.e
DOt bHD billed to the foreip Iwid1ariu are .taVardahip upeu.. vbich
are properly bome by lSI or lSI for II.S. federal iDe.. tax purpo•••
Federal iDe.. tax law allow. a deductiOil for ,.r_t eOllpMY .zpaa.. DOt
dir.ctly CODDect.d rith a .ub.1diary'l day-tD-day operauOD. see Yo.. ,
Rubie.. IDc. v. UAited Stat•• , 410 F.2d 1233 (Ct. Cl. 1969). Iaa.-uch al
Geoqia tuabl. iDe.. 11 baaed upOD federal taxable iDe.., the upeu.s
are alao properly clu.ified for purpo... of the Georlia iDe.. tax.
Purthenor., .,.... relat.d tD for.ip acUyitiu haft bHD (for
1988-1989), or an 1D tile procu. of beiDI (for 1990-1991), r.rteved by the
lDtamal ...... Service IDtarutiOD&1 Ix__ti. Irlllch ... rout1De
eOllpOMDt of the f ral audit of ..1lSouth'. tu returu. Should aD)'
adjustaeDt(l) be u a ruult of the federal audita, it rill be
r.ported to the Georlia DepartMDt of ........ via .-Dd.d tax returD( I) •

ID addit1OD, lIO.t of our iIlft.tlleDti 1D fore1p utilitie. are joiDt
••aar... It would Iaa.. beeD ill BeUSouth'. be.t iIlt.r••t to have p....d
the•• apeIUI•• OD to the fonip _titi•• becau. Ie1lSouth would ba•• GIlly
bome ita shan of tho.. ezpaa.l. aov...r, le1lSouth f••l1 the.. ezpeu••
are appropriat.ly bome by ISE or lSI as .tevardlbip ezpeue••


